extent of the downturn in a state's economy than was spending on a number of other programs. The tax cuts took a variety of forms, although they were focused largely on income tax reductions for lower-and moderate-income workers. 4 In this edition of Second District Highlights, we analyze the allocation of the ARRA spending components to New York and New Jersey. We compare the magnitude of the stimulus spending in the two states and examine the differences in spending shares across major functional categories. Because most of the stimulus spending refl ected federal transfers to state governments, we also discuss how ARRA funds contributed to state tax revenues in New York and New Jersey. We fi nd that while the broad range of spending categories was similar in each state-including funding for health, education, housing assistance, and infrastructure investment-the emphasis in allocation differed considerably. In New York State, the spending allocation was concentrated in expanded funding for Medicaid. This refl ected both the increase in the federal government's share of the cost of the program and the large role for Medicaid spending in the state's budget. In New Jersey, a sizable share of the stimulus was used to fund an extension of UI benefi ts, with the amount of federal funding linked to the steep unemployment rate among insured workers and the high weekly benefi t levels. Although we do not estimate the overall effects of the American Recovery and Reinvestment Act on the two states, the stimulus spending augmented state revenues by signifi cant amounts in 2010 and 2011.
The Economies of New York and New Jersey on the Eve of ARRA By early 2009, a downturn was well under way in New York and New Jersey. According to measures of economic activity, the downturn began in April 2008 in New York and in January 2008 in New Jersey. 5 The labor markets in both states had weakened considerably. Employment in New Jersey was down about 5 percent, matching the nationwide decline; in New York, jobs had fallen about 3 percent. Unemployment rates had increased sharply. New York's rate rose from 4.3 percent in February 2007 to 7.5 percent in February 2009; in New Jersey, the rate climbed from 4.2 percent to 8.0 percent over the same period.
The downturn was also creating signifi cant fi scal stress for many other state governments. At the aggregate level, state and local government tax revenues had begun to decline during fi scal year 2008 (which for most states began on July 1, 2007). In 2009, aggregate state and local tax revenues were down more than 5 percent compared with a year earlier-an unusually large decline even during cyclical down-4 There were also tax incentives for activities such as effi cient energy use and home purchases. For more on the tax reductions and spending items in ARRA, see Congressional Budget Offi ce (2009). 5 The timing is based on movements in the Indexes of Coincident Economic Indicators for each state; the indexes, constructed by the Federal Reserve Bank of New York, are available at http://www.newyorkfed.org/research/regional _economy/coincident_summary.html. turns (Chart 1). Moreover, sizable budget gaps were projected for most states for fi scal year 2010. 6 This fi scal stress was also taking its toll in the region. For fi scal year 2010, New York faced a projected gap of roughly $13 billion, or 24 percent of the general fund budget, while the projected gap in New Jersey was $5 billion, or 16 percent of the state's general fund budget. One factor underlying the increases in projected budget gaps in New York and New Jersey, and indeed in much of the nation, was the weakening of state economies. The decline in activity resulted in reduced tax revenues, especially income tax revenues, and in increased demand for health and social services. 7
The federal government typically provides support for state budgets in the form of intergovernmental transfers. The transfers are funded through federal tax revenues and are used to support various state activities as part of the federal government's broad role in macroeconomic management and income redistribution. 8 In fi scal year 2007, the federal government distributed roughly $440 billion to the states (Table 1) Deitz, Haughwout, and Steindel (2010) describe the sources of weakness in the New York and New Jersey state government budgets in the recent recession, emphasizing the vulnerability of state revenues to an economic downturn. 8 Federal funding for these activities also recognizes the fact that many of them have spillover benefi ts to adjacent states. See Oates (1999) and Inman (2010 of Housing and Urban Development for various forms of public housing assistance for individuals, from the Department of Education for funding of Title 1 (low-income) schools and special education programs, and from the Department of Agriculture for nutritional assistance programs. Department of Labor funding was relatively small, because state UI funds cover the cost of the state share of these benefi ts. These federal transfer programs represent a structure of federal funding that would underlie many of the components of the ARRA stimulus package.
The Allocation of Stimulus Spending
Aggregate Stimulus Spending ARRA was adopted in this environment of weakening state economies and growing fi scal stress. It had the dual objectives of addressing both problems-quickly. The program was also exceptionally large. To put ARRA spending in context, we note that federal aid to state and local governments spiked by $100 billion to $125 billion annually between 2009 and 2011 (Chart 2). Even if we allow for a trend increase, this period is associated with a relatively sharp rise in the level of federal aid before it returned to its pre-ARRA trend. The amount of fi scal stimulus was also substantial. Using a common measure of discretionary fi scal stimulus-the cyclically adjusted federal budget balance as a share of potential GDP-we see that the aggregate federal stimulus in 2009, as measured by the year-to-year change in the share, was larger than any federal stimulus in the past four decades (Chart 3). Nationally, ARRA's stimulus components totaled roughly $540 billion, or about 4.0 percent of GDP in 2007. 10 New York received funding of approximately $35 billion, or roughly 3.2 percent of its gross state product in 2007; New Jersey was allocated about $12 billion, or roughly 2.6 percent of its gross state product that year. 
Major Categories of Stimulus Spending
The ARRA stimulus spending was implemented in several steps. First, funds were allocated to federal agencies with the purpose of supporting specifi c programs. Second, each agency authorized spending on various programs in each state, with the distribution of funds across states determined largely by program-specifi c formulas. Third, allocated funds were authorized to be spent on individual programs, and payment was closely tracked. Up-todate information on the amount of funds allocated and deployed by each agency, as well as the individual categories of spending within each agency, both nationally and by state, is reported on the Treasury Department's website. 12 Together, the Departments of Health and Human Services, Education, and Labor accounted for half of the stimulus spending nationally by federal agencies (Table 2) . Within Health and Human Services, the largest single category of spending was for Medicaid, with the program accounting for about a third of funds distributed. Although Medicaid is administered at the state level, the federal government shares fi nancing with the states; ARRA essentially increased the federal share of fi nancing already provided. The remaining funds were used for many services, such as expanded programs for children and investments in health information technology. One feature of the increased Medicaid funding was the ability to give states some fl exibility to direct to other state government services revenues that would have gone to fi nancing Medicaid; the funds in effect were a form of fi scal relief for states.
12 Estimates of the jobs created as a result of the stimulus spending are also reported. However, these estimates are limited to a count of newly created jobs on ARRA-funded projects, and not those in which the stimulus funds supported ongoing activities and effectively avoided layoffs.
Spending by the Education Department was designed largely to help maintain the level of various educational services. Funding was directed to programs such as Head Start and IDEA (Individuals with Disabilities Education Act) as well as to Pell Grants and Title 1 schools. Notably, Education Department spending included funding of a newly established program in ARRA known as the State Fiscal Stabilization Fund (SFSF). The fund received an appropriation of roughly $50 billion aimed at minimizing or avoiding any disruptions in the provision of educational services. The allocated funds could be used to pay salaries or avoid layoffs of educational personnel. 13 Like the expanded Medicaid funding, the fi nancial support for education provided by the SFSF was a form of fi scal relief in the sense that state funds that otherwise would have supported educational activities could be directed toward other state services.
The majority of Labor Department spending was used to fund additional weeks of UI benefi ts beyond the regular twenty-six weeks available for eligible unemployed workers in most states. Two programs provided for federal funding of these benefi t extensions. One extended benefi ts for unemployed workers under a federal law dating back to 1970 that has provided for additional weeks of benefi ts in periods of high and rising unemployment. A second extended benefi ts under the 2008 Emergency Unemployment Compensation program, which recognized that unemployment and unemployment duration were rising and state UI funds were being depleted. Federal funding for these programs was rolled into ARRA, and reached about $30 billion, or roughly half of Labor Department spending. States that agreed to expand UI eligibility criteria and provide job training for unemployed workers under the federal Workforce Investment Act received additional funding.
Other programs receiving smaller amounts of support included the Department of Transportation, which used the funds for maintenance and repair of interstate highways as well as for mass transit, rail, and air facilities; the Department of Housing and Urban Development, which provided support to individuals through expanded public housing and neighborhood services; and the Department of Energy, which supported weatherization and energy-effi ciency investments. One feature of the funding provided to states through these agencies is the expectation of "maintenance of effort" by the state; that is, funds were to be used to support activities that otherwise would not have been undertaken. This feature refl ected an effort to avoid the substitution of federal funds for state funds and to help support a net increase in activity.
Stimulus Spending in New York and New Jersey
Spending in New York, when compared with the nation, was more concentrated in the Department of Health and Human Services and was directed largely at expanded Medicaid spending.
13 Stimulus spending to support education in New Jersey is discussed in Chakrabarti and Sutherland (2012) and in New York in Chakrabarti and Setren (2011 In New Jersey, the largest spending category was funding through the Labor Department. The state received funds for additional weeks of UI benefi ts and for support of expanded eligibility for benefi ts. This spending recognized the fact that since the onset of the recession, U.S. state unemployment insurance funds had become severely strained because of a dramatic increase in claims. This was especially true in New Jersey, whose fund in 2009 was virtually depleted. While spending levels in this category not surprisingly show a strong link to unemployment rates, New Jersey is an exception (Chart 6). Underlying these sizable per capita benefi ts was the high unemployment rate among insured workers, the potential eligibility of certain work- 
Stimulus Spending and State Revenues
One of ARRA's stated goals was the stabilization of state budgets. Within the stimulus package, direct fi scal relief to states was provided primarily through two programs: Medicaid (with expanded funding) and the State Fiscal Stabilization Fund. Nationally, the programs provided a total of roughly $140 billion for fi scal years 
Medicaid Spending Distribution Formula
Although Medicaid is administered at the state level, the federal government shares the funding with states. The federal medical assistance percentages, or FMAPs, are used to calculate the dollar amount of federal contributions that states receive for expenditures incurred by Medicaid. a FMAPs are computed on an annual basis for each state using the state's three-year average income per capita and the nation's three-year average income per capita. The specifi c formula is:
State FMAP = 1 -( (per capita income of the state)^2/(per capita income of the U.S.)^2 x 0.45).
Because FMAPs are calculated on an annual basis, in any given year the federal contribution might be less than that of the previous year. The American Recovery and Reinvestment Act (ARRA) temporarily increased the percentage contributions by the federal government for all states using three measures:
• All states were protected from a decrease in the FMAP because of a "hold-harmless" provision effective • The federal contribution rate was increased 6.2 percentage points above the hold-harmless rate.
• The federal contribution was increased further for states with high unemployment rates. Specifi cally, for the fi rst quarter and second quarter of fi scal year 2010, the unemployment adjustment was based on the difference between the three-month average unemployment rate ending December 2009 and the lowest three-month average unemployment rate since January 2006. The magnitude of this difference determined the size of the unemployment rate adjustment. The calculation of the increased federal contribution fi rst computed the factor (96.9 minus hold-harmless rate). If a state's unemployment difference was between 1.5 and 2.5 percent, the factor was multiplied by 5.5 percent and added to the federal contribution rate; between 2.5 and 3.5 percent, the state qualifi ed for an 8.5 percent increase; if the difference exceeded 3.5 percent, the state qualifi ed for an 11.5 percent increase. As a result, the fi nal value for the federal FMAP contribution was:
Hold-harmless rate + 6.2 percent + the unemployment adjustment.
New York and New Jersey started with a hold-harmless FMAP rate of 50 percent (see table) . The across-the-board 6.2 percentage points was then added, raising the FMAP in the states to 56.2 percent. The unemployment rate difference was 4.6 for New York and 5.7 for New Jersey, qualifying both states for an additional FMAP contribution of 11.5 percent. Combining all of these values and placing them into the formula for increased FMAP assistance under ARRA gave New York and New Jersey FMAPs of 61.59 percent. However, since per capita Medicaid spending in New York was the highest in the nation-and more than double that of New Jersey-these increased contribution rates resulted in proportionately higher Medicaid assistance in New York. ing categories totaling roughly $540 billion in relief, the program was the largest fi scal stimulus package in the past four decades. New York received approximately $35 billion in stimulus funds and New Jersey about $12 billion. On a per capita basis, these amounts were broadly in line with the national share.
The program used existing categories of federal transfers to states, and the amount of funds received by a state was determined to a large extent by category-specifi c distribution formulas. New York and New Jersey received funding across all categories, but the concentration varied. New York had an outsized allocation of funding for Medicaid, largely because the ARRA formula augmented the state's relatively high pre-ARRA spending. In comparison, New Jersey had an outsized funding of unemployment insurance. This was largely the result of a combination of New Jersey's relatively high unemployment rate, which qualifi ed unemployed workers for the maximum number of weeks of benefi ts, and the state's high weekly benefi t amounts. 
Unemployment Insurance Funding Distribution Formula
The 2008 Emergency Unemployment Compensation (EUC) program allocated federal funds to states through the Department of Labor to support unemployment insurance (UI) benefi ts for unemployed workers beyond the regular twenty-six weeks provided by most state programs. The funding for these benefi t extensions was continued and expanded by appropriations in the American Recovery and Reinvestment Act (ARRA).
The benefi ts under the EUC were structured in four tiers: a • Tiers 1 and 2 extended benefi ts for up to thirty-four weeks, and workers in all states qualifi ed for these extensions.
• Tier 3 provided up to an additional thirteen weeks of bene fi ts and was targeted to workers in states with an insured unemployment rate that averaged at least 4 percent over the previous thirteen weeks and an average total unemployment rate of 6 percent over the previous three months.
• Tier 4 provided up to an additional six weeks of benefi ts for workers in states with an insured unemployment rate averaging at least 6 percent and a total unemployment rate of at least 8.5 percent.
Extended unemployment benefi ts were available for workers who exhausted their EUC benefi ts; the program made workers eligible for up to an additional twenty weeks of benefi ts. For a worker to qualify for extended benefi ts, a state's three-month average seasonally adjusted unemployment rate must equal or exceed 110 percent of the corresponding rate in each of the past three years.
Workers were thus potentially eligible to receive up to ninety-nine weeks of unemployment benefi ts-twenty-six weeks of regular UI, fi ftythree weeks of benefi ts under the EUC, and an additional twenty weeks of extended benefi ts.
There are no federal standards for UI benefi ts. The amount of ARRA funding for UI received by any state refl ects the state's total unemployment rate, the insured unemployment rate, the number of workers eligible to receive UI, and the average weekly benefi t amount. b Certain unemployed workers in New York and New Jersey were at times eligible to receive up to ninety-nine weeks of UI benefi ts. State benefi ts and eligibility criteria led to relatively large allocations to New Jersey, on a per capita basis, compared with New York and states with similar unemployment rates. Underlying these large allocations were the state's relatively high total and insured unemployment rates, high share of unemployed workers claiming UI, and the fact that New Jersey has one of the highest maximum weekly UI benefi t amounts of any state-almost $600, compared with less than $400 in New York. components of the ARRA program, however, are winding down. While some infrastructure investments remain to be completed, the majority of the ARRA stimulus spending has been paid out. In New York and New Jersey, almost 90 percent of the allocated funds have been distributed as of year-end 2011; most of the funding still available will be paid out by the Departments of Education and Transportation. The two states are expecting very little Medicaid funding and no funding through the State Fiscal Stabilization Fund. Going forward, New York and New Jersey can no longer rely on these federal transfers when preparing their budgets.
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• new publications and blog posts, Highlights, vol. 17, no. 6, 2011 Colleges and universities can contribute to the economic success of a region by deepening the skills and knowledge-or human capital-of its residents. Producing graduates who join the region's educated workforce is one way these institutions increase human capital levels. In addition, the knowledge and technologies created through research activities at area universities may not only attract new fi rms to a region but also help existing businesses expand and innovate. These "spillover effects" can in turn raise the region's demand for high-skilled workers.
The Recession's Impact on the State Budgets of New York and New Jersey Richard Deitz, Andrew F. Haughwout, and Charles Steindel Second District Highlights, vol. 16, no. 6, 2010 In the wake of the most recent U.S. recession, both New York State and New Jersey have faced multibillion-dollar budget gaps. An analysis of the makeup of their budgets reveals that the states' heavy reliance on personal income taxes-particularly from high-wage earners in the fi nance sector-has exacerbated revenue shortfalls. To close their budget gaps, New York and New Jersey have had to make diffi cult choices about tax increases and service cuts. In the future, the states might take steps to avert such budget quandaries by establishing "rainy day" funds or restructuring taxes to make them less sensitive to the business cycle.
Bypassing the Bust: The Stability of Upstate New York's Housing Markets during the Recession Jaison R. Abel and Richard Deitz Second District Highlights, vol. 16, no. 3, 2010 Over the past decade, the United States has seen real estate activity swing from boom to bust. But upstate New York has been largely insulated from this volatility, with metropolitan areas such as Buffalo, Rochester, and Syracuse even registering home price increases during the recession. An analysis of upstate housing markets over the most recent residential real estate cycle indicates that the region's relatively low incidence of nonprime mortgages and the better-than-average performance of these loans contributed to this stability.
Is the Worst Over? Economic Indexes and the Course of the Recession in New York and New Jersey Jason Bram, James Orr, Robert Rich, Rae Rosen, and Joseph Song Second District Highlights, vol. 15, no. 5, 2009 The New York-New Jersey region entered a pronounced downturn in 2008, but the pace of decline eased considerably in spring 2009 and then leveled off in July, according to three key Federal Reserve Bank of New York economic indexes. These developments, in conjunction with a growing consensus that the national economy is headed for recovery, suggest that the worst may be over for the region's economy. However, a downsizing of the area's critical fi nance sector could pose a major risk to the economic outlook going forward-particularly for New York City.
Articles and Papers
New Measures of Economic Growth and Productivity in Upstate New York Jaison R. Abel and Richard Deitz Second District Highlights, vol. 14, no. 9, 2008 Newly available measures of GDP at the metropolitan area level now afford a more comprehensive view of regional economic activity. An analysis of upstate New York's economic performance using these measures points to below-average output growth between 2001 and 2006 along with productivity levels and productivity growth below the U.S. average. The region's performance overall, however, is somewhat better than that of many manufacturing-oriented metro areas in the Great Lakes region.
The Price of Land in the New York Metropolitan Area Andrew Haughwout, James Orr, and David Bedoll Second District Highlights, vol. 14, no. 3, 2008 The price of vacant land in an urban area is a fundamental indicator of an area's attractiveness. However, because the value of vacant land is hard to measure, indirect methods are typically used to gauge prices. A more direct approach to measuring land prices, using a unique data set, reveals that the price of unimproved land in the New York area is high, and rose sharply from 1999 to 2006. The rising trend suggests the underlying strength of the area's economy and the increasing value of the area's productivity and amenities.
Trends and Developments in the Economy of Puerto Rico
Jason Bram, Francisco E. Martínez, and Charles Steindel Second District Highlights, vol. 14, no. 2, 2008 A two-year-long economic downturn and a persistent income gap with the U.S. mainland contribute to an uncertain outlook for Puerto Rico. Still, the commonwealth possesses a skilled and educated workforce, a favorable business climate, and the benefi ts of U.S. legal and fi nancial structures-advantages that could encourage the development of new industries and create the potential for sustained growth.
